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INDEPENDENT AUDITOR’S REPORT 

The Board of Directors of 
Wilton Re Overseas Limited: 

Opinion 

We have audited the financial statements of Wilton Re Overseas Limited (the “Company”), which 
comprise the balance sheets as of December 31, 2022 and 2021, and the related statements of 
comprehensive income (loss), changes in shareholder’s equity, and cash flows for the years then 
ended, and the related notes to the financial statements (collectively referred to as the "financial 
statements"). 

In our opinion, the accompanying financial statements present fairly, in all material respects, the 
financial position of the Company as of December 31, 2022 and 2021, and the results of its 
operations and its cash flows for the years then ended in accordance with accounting principles 
generally accepted in the United States of America. 

Basis for Opinion 

We conducted our audits in accordance with auditing standards generally accepted in the United 
States of America (GAAS). Our responsibilities under those standards are further described in the 
Auditor’s Responsibilities for the Audit of the Financial Statements section of our report. We are 
required to be independent of the Company and to meet our other ethical responsibilities, in 
accordance with the relevant ethical requirements relating to our audits. We believe that the audit 
evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion. 

Responsibilities of Management for the Financial Statements 

Management is responsible for the preparation and fair presentation of the financial statements in 
accordance with accounting principles generally accepted in the United States of America, and for 
the design, implementation, and maintenance of internal control relevant to the preparation and 
fair presentation of financial statements that are free from material misstatement, whether due to 
fraud or error. 

In preparing the financial statements, management is required to evaluate whether there are 
conditions or events, considered in the aggregate, that raise substantial doubt about the 
Company’s ability to continue as a going concern for one year after the date that the financial 
statements are available to be issued. 
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Auditor’s Responsibilities for the Audit of the Financial Statements 

Our objectives are to obtain reasonable assurance about whether the financial statements as a 
whole are free from material misstatement, whether due to fraud or error, and to issue an 
auditor’s report that includes our opinion. Reasonable assurance is a high level of assurance but is 
not absolute assurance and therefore is not a guarantee that an audit conducted in accordance 
with GAAS will always detect a material misstatement when it exists. The risk of not detecting a 
material misstatement resulting from fraud is higher than for one resulting from error, as fraud 
may involve collusion, forgery, intentional omissions, misrepresentations, or the override of 
internal control. Misstatements are considered material if there is a substantial likelihood that, 
individually or in the aggregate, they would influence the judgment made by a reasonable user 
based on the financial statements. 

In performing an audit in accordance with GAAS, we: 

• Exercise professional judgment and maintain professional skepticism throughout the audit. 

• Identify and assess the risks of material misstatement of the financial statements, whether 
due to fraud or error, and design and perform audit procedures responsive to those risks. 
Such procedures include examining, on a test basis, evidence regarding the amounts and 
disclosures in the financial statements. 

• Obtain an understanding of internal control relevant to the audit in order to design audit 
procedures that are appropriate in the circumstances, but not for the purpose of expressing 
an opinion on the effectiveness of the Company’s internal control. Accordingly, no such 
opinion is expressed. 

• Evaluate the appropriateness of accounting policies used and the reasonableness of significant 
accounting estimates made by management, as well as evaluate the overall presentation of 
the financial statements. 

• Conclude whether, in our judgment, there are conditions or events, considered in the 
aggregate, that raise substantial doubt about the Company’s ability to continue as a going 
concern for a reasonable period of time. 

We are required to communicate with those charged with governance regarding, among other 
matters, the planned scope and timing of the audit, significant audit findings, and certain internal 
control-related matters that we identified during the audit. 

 

 

April 24, 2023 
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WILTON RE OVERSEAS LIMITED 

BALANCE SHEETS
AS OF DECEMBER 31, 2022 AND 2021
(Expressed in thousands of US dollars, except share amounts)

2022 2021
Assets

Investments
Fixed maturi ty and equity securi ties 1,483,507$    1,617,450$    
Pol icy loans 13,546           14,015           
Other invested assets

(includes  $10,386 and $4,883 at fa i r va lue
at December 31, 2022 and 2021, respectively) 54,228           61,111           

Short term investments -                     8,090             

           Tota l  investments 1,551,281      1,700,666      

Cash and cash equiva lents 30,771           266,124         
Accrued investment income 13,080           6,211             
Other assets 1,228             -                     

Tota l  assets 1,596,360$    1,973,001$    

Liabilities and shareholder's equity

Liabi l i ties :
Reserve for future pol icy benefi ts 41,078$         -       $            
Interest sens i tive contract l iabi l i ties 1,533,241      1,709,911      
Other reinsurance l iabi l i ties 13,273           -                     
Other l iabi l i ties 2,398             1,554             

           Tota l  l iabi l i ties 1,589,990      1,711,465      

Shareholder's  equity:
Class  A common shares

$1.00 par va lue; 250,000 shares  authorized, i s sued and
outstanding at December 31, 2022 and 2021 respectively 250                250                

Additional  pa id-in capi ta l 268,330         268,330         
Reta ined (defici t) earnings (262,210)        (7,044)            

Tota l  shareholder's  equity 6,370             261,536         

Tota l  l iabi l i ties  and shareholder's  equity 1,596,360$    1,973,001$    

The accompanying notes  are an integra l  part of these financia l  s tatements .
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WILTON RE OVERSEAS LIMITED

STATEMENTS OF COMPREHENSIVE INCOME (LOSS)
FOR THE YEARS ENDED DECEMBER 31, 2022 AND 2021
(Expressed in thousands of U.S. dollars)

2022 2021

Revenues
Policy fees and charges 69,193$       -      $             
Investment earnings—net (58,601)        125                
Net change in unrealized gains (losses) on investments                     

classified as trading and other (328,673)      (265)              

           Total revenues (318,081)      (140)              
                                        

Benefits and expenses                                         
Claims and policy benefits (81,176)$      -      $             
Interest credited to interest sensitive contract liabilities 13,572          -                     
Acquisition costs and other insurance expenses 6,687            -                     
Operating expenses 5,115            3,548            

                                        
Total benefits and expenses (55,802)        3,548            

                                        
Net income (loss) and comprehensive income (loss) before net earnings (262,279)      (3,688)          

of equity method investee                                         
Share of net earnings of equity method investees 7,113            (12,468)        

                                        
Net income (loss) and comprehensive income (loss) (255,166)$   (16,156)$      

The accompanying notes are an integral part of these financial statements.
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WILTON RE OVERSEAS LIMITED

STATEMENTS OF CHANGES IN SHAREHOLDER'S EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2022 AND 2021
(Expressed in thousands of U.S. dollars)

2022 2021

Common Shares

Balance at beginning and end of year 250$                250$                

Additional Paid-In Capital

Balance at beginning of year 268,330          58,974            
Contributed capital -                        209,356          

Balance at end of year 268,330          268,330          

Retained (Deficit) Earnings

Balance at beginning of year (7,044)             9,112               
Net income (loss) and comprehensive income (loss) (255,166)        (16,156)           

Balance at end of year (262,210)        (7,044)             

Total shareholder's equity 6,370$            261,536$        

The accompanying notes are an integral part of these financial statements.  
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WILTON RE OVERSEAS LIMITED

STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2022 AND 2021
(Expressed in thousands of US dollars)

2022 2021

Cash flows from operating activities
Net income (loss) and comprehensive income (loss) (255,166)$      (16,156)$        
Adjustments to reconcile net income (loss) and comprehensive

income (loss) to net cash from (used in) operating activities:
Amortization of net investment premium, discounts and other 5,435               44                     
Investment related realized (gains) losses, net 112,028          -                        
Investment related unrealized (gains) losses, net 328,670          265                  
Earnings of equity method investments (7,113)             12,468            
Interest credited to interest sensitive contract liabilities 13,572            -                        
Other reserve changes of interest sensitive contract liabilities (325,159)        -                        

Cash from closed block reinsurance 25,747            188,771          
Changes in assets and liabilities:

Fixed maturity and equity securities (309,441)        511                  
Accrued investment income (6,869)             (127)                 
Other assets (1,230)             -                        
Reserves for future policy benefits 41,078            -                        
Other reinsurance liabilities 13,273            -                        
Other liabilities 847                  1,405               
Net cash flows from (used in) operating activities (364,328)        187,181          

Cash flows from investing activities
Purchases of:                                               

Life settlement contracts -                        (1,731)             
Other invested assets (8,255)             -                        

Distributions from equity method investees 19,500            -                        
Change in policy loans 51                     -                        
Sales of short-term investments 8,090               -                        

                                              
Net cash flows from (used in) investing activities 19,386            (1,731)             

Cash flows from financing activities                                               
Contributed capital -                        79,154            
Deposits into interest sensitive contracts 122,115          -                        
Redemption and benefit payments on interest sensitive contracts (12,526)           -                        

                                              
Net cash flows from (used in) financing activities 109,589          79,154            
Increase (decrease) in cash and cash equivalents (235,353)        264,604          
Cash and cash equivalents—Beginning of the year 266,124          1,520               

                                              
Cash and cash equivalents—End of the year 30,771$          266,124$        

Cash flows information for non-cash transactions:
Securities transferred in for capital contribution -      $               130,202$        

The accompanying notes are an integral part of these financial statements.  
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WILTON RE OVERSEAS LIMITED  

NOTES TO FINANCIAL STATEMENTS 
AS OF AND FOR THE YEARS ENDED DECEMBER 31, 2022 AND 2021 
(Expressed in thousands of US dollars, except share amounts) 

1. ORGANIZATION 

Wilton Re Overseas Limited (WROL or the Company) is a wholly owned subsidiary of Wilton Re Ltd. (WRL) 
and was incorporated under the laws of Bermuda as a long-term insurer on December 28, 2017. WRL is 
the ultimate parent corporation in the Company’s holding company structure. 

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

Basis of Presentation 

The accompanying financial statements have been prepared in accordance with accounting principles 
generally accepted in the United States of America (US GAAP). 

Use of Estimates 

The preparation of financial statements in conformity with US GAAP requires management to make 
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of 
contingent assets and liabilities at the date of the financial statements and the reported amounts of 
revenues and expenses during the reporting period. The most significant estimates include those used in 
determining the valuation of investments and interest sensitive contract liabilities. While the amounts 
included in the financial statements reflect management’s best estimates and assumptions, the actual 
results could be materially different from the amounts reported in the financial statements. 

Investments and Investment Earnings 

Fixed Maturity and Equity Securities 

Fixed maturity and equity securities include publicly traded fixed maturity securities, preferred stock, 
credit tenant loans, and private placements which are classified as trading and are recorded at fair value 
with the change in fair value reported as net change in unrealized gains (losses) on investments classified 
as trading and other in the statements of comprehensive income (loss). The fair value of publicly-traded 
securities is based on quoted market prices or obtained from independent third-party dealers in the 
absence of quoted market prices. The fair value of private placements and credit tenant loans is obtained 
from third-party dealers or is modeled. 

Investment transactions are recorded on a trade date basis. The Company’s investment earnings are 
recognized when earned and consists primarily of interest and the accretion of discount or amortization 
of premium on fixed maturity securities. Investment earnings are presented net of investment 
management and custody expenses on the statements of comprehensive income (loss). Gains and losses 
realized on the sale of investments are determined on the first in-first out method. 
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Policy Loans 

Policy loans are reported at the unpaid principal balance. Interest income on such loans is recorded as 
earned using the contractually agreed upon interest rates. 

Short-Term Investments 

Short-term investments represent investments with maturities at acquisition of greater than three 
months but less than twelve months and are carried at amortized cost. 

Other Invested Assets 

Other invested assets include equity method investments in limited partnerships, life settlement 
contracts and surplus debentures. 

Life Settlement Contracts—Equity Method Investment 

The Company owns a 25% economic and voting interest in Leargas Fund I, LLC (the Leargas Fund), a life 
settlement fund managed by Leargas Capital LLC, a specialized mortality-linked investment manager. 
With the ability to exercise significant influence over the Leargas Fund, this investment is accounted for 
under the equity method. The Leargas Fund acquires the ownership and beneficiary rights of the 
underlying life insurance policies through the acquisition of life settlement contracts from the owners of 
life insurance policies. The carrying value of the Company’s equity method investment in Leargas Fund is 
based on the net asset value of the fund, which is based on the fair value of the underlying life settlement 
contracts, in the absence of readily determinable fair value. Management’s fair value estimates are based 
on information provided by the fund manager, using an actuarial model with mortality assumptions for 
the underlying policies. 

The carrying value of the investment was $43,842 and $56,228 at December 31, 2022 and 2021, 
respectively. Income from the investment is presented in share of net earnings of equity method 
investees in the statements of comprehensive income (loss). 

Summarized financial information of the Leargas Fund as of and for the years ended December 31, 2022 
and 2021 is presented below: 

Summarized Balance Sheets 2022 2021

Life settlement contracts 155,014$        196,775$        
Cash 4,997               19,843            
Receivables 16,293            9,380               
Payables (940)                 (1,089)             
Life settlement net assets 175,364$        224,909$        

Summarized Income Statements 2022 2021

Revenue 95,930$          54,441$          
Expenses (67,477)           (41,348)           
Net income 28,453$          13,093$          
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The Company may provide short-term loans to the Leargas Fund, to accommodate near term liquidity 
needs in the acquisition of new life settlement contracts. The short-term loans bear interest at 6.00% per 
annum. During 2022 and 2021, the Company received $0 and $2, respectively of interest income for loans 
provided. At December 31, 2022 and 2021, no short-term loans were outstanding. Interest is recognized 
on receipt and is included in investment earnings—net in the statements of comprehensive income (loss). 

As of December 31, 2022, and 2021, the Company received distributions from the Leargas Fund of 
$19,500 and $0 respectively. 

Limited Partnerships—Equity Method Investment 

In December 2020, the Company entered into a co-investment structure, acquiring Clara-Pensions Group 
Limited (Clara), a start-up firm built to serve as a conduit to United Kingdom defined benefit pension plan 
buy-out transactions. WROL owns a 49.75% interest in Niederkorn Adjacent Partners S.C.Sp (a limited 
partnership) and a 50% interest in Niederkorn Adjacent Investments GP II S.a.r.l. (a general partnership). 
The limited partnership owns a majority interest in Clara’s outstanding ordinary shares.  

The investment in Niederkorn Adjacent Partners S.C.Sp was considered a Variable Interest Entity (VIE), 
however the Company is not required to consolidate Niederkorn Adjacent Partners S.C.Sp as the 
Company does not have the power to direct the VIE activities that most significantly impact the VIE’s 
performance.  

In September 2021, the Company recorded a reduction in the carrying value of the equity method 
investment based on the investee’s actual operating results and shortfall of expected revenue. As a result 
of the reduction in carrying value, the Company recognized a loss of $14,141 for the period ended 
December 31, 2021 within share of net earnings of equity method investees in the statements of 
comprehensive income (loss). The carrying value of the investment in Niederkorn Adjacent Partners 
S.C.Sp was $0 as of December 31, 2021.  

In December 2022, the Company converted its 49.75% interest in the limited partnership and 50% 
interest in the general partnership of the Niederkorn structures for GBP 10,600,000 Nominal Unsecured 
Senior B Interest Bearing Loan Notes (Senior B Notes) in Niederkorn Adjacent Partners S.C.Sp. No 
proceeds were received as a result of the conversion and no gain or loss was recognized by the Company. 

Investment in Unsecured Senior B interest bearing Loan Notes 

The Company received Senior B Notes in Niederkorn Adjacent Partners S.C.Sp. in December 2022 for the 
full conversion of its general and limited partnership interests in Niederkorn Adjacent Partners S.C.Sp and 
Niederkorn Adjacent Investments GP II S.a.r.l.  

The Senior B Notes accrue interest at a rate of 5.00% per annum compounding annually. After 18 months 
and at the end of each six-month period after such date, the interest rate is increased by 0.57% up to a 
maximum of 9.00% per annum. The Senior B Notes can be redeemed if certain conditions are met 
including a (i) change in control of the partnership or (ii) a planned cash distribution to the limited 
partners of the partnership, provided the partnership has settled all liabilities ranking senior to the Senior 
B Notes. 

The Company does not believe that the Senior B Notes carry any value based on the underlying financial 
position of the Niederkorn Adjacent Partners S.C.Sp. and the subordination of the Senior B Notes within 
the capital structure.  
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The Senior B Notes are included within Other invested assets as of December 31, 2022 with a carrying 
value of $0. No interest was recognized for the year ended December 31, 2022 related to the Senior B 
Notes. 

Surplus Debentures 

Surplus debentures are similar to corporate securities but are subordinated obligations of insurance 
companies and may be subject to restrictions by the insurance commissioners and are carried at fair 
value. 

Cash and Cash Equivalents 

The Company considers all investments purchased with a maturity at acquisition of three months or less 
to be cash equivalents. 

Other Reinsurance Liabilities 

Other reinsurance liabilities primarily include reinsurance settlements not yet paid, but which generally 
settle quarterly. As of December 31, 2022, and 2021, other reinsurance liabilities includes payables of 
$13,273 and $0, respectively. 

Reserves for Future Policy Benefits 

Liabilities are established for reported death benefits and estimated death benefits that have been 
incurred, but not yet reported (IBNR). These liabilities are based on periodic analyses of the actual 
reporting lag between when a claim occurs and when it is reported to the Company, including a provision 
for adverse deviation. 

Interest Sensitive Contract Liabilities 

Liabilities for interest sensitive insurance products such as universal life are established based on account 
values before applicable surrender charges.   

The Company has certain in-force universal life contracts which provide a secondary guarantee, or “no-
lapse guarantee,” to the policyholder. The policy can remain in-force, even if the policyholder’s account 
value is zero, as long as contractual secondary guarantee requirements have been met. If the 
policyholder’s account falls below zero, the impact of flooring the the policy at zero is reported through 
interest credited to interest sensitive contract liabilities in the statements of comprehensive income 
(loss). The primary risk associated with these guarantees are that the premium collected under these 
policies, together with the investment return earned on that premium, is ultimately insufficient to pay 
the policyholder’s benefits and the expenses associated with issuing and administering these policies. 
The Company holds an additional reserve in connection with these guarantees. The change in the reserve 
is included in claims and policy benefits in the statements of comprehensive income. 

The additional reserve related to universal life products with secondary guarantees offset by 
unearned premium reserves which are derived from existing inuring reinsurance agreements. The 
Company has assumed universal life policies where the ceding insurer has first ceded a portion of the 
risk on a Yearly Renewable Term (YRT) basis, also referred to as inuring reinsurance. The costs related 
to these secondary guarantees are recognized over the life of the contracts through the accrual and 
subsequent release of a reserve which is revalued each period. The reserve is determined for any point 
in time equal to the accumulated value of the assessments since 
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inception times the benefit ratio less the accumulated value of death benefits paid since inception. The 
benefit ratio is the present value of total death benefit payments over the life of the contract divided by 
the present value of total assessments over the life of the contract. Generally, total excess death benefit 
payments are the aggregate of death claims after the policyholder account value is exhausted. The 
exception is when the cost of insurance charges are insufficient to produce consistently positive earnings 
in the future. In this case, all death benefits are deemed to be excess death benefits.  

As of December 31, 2022 interest sensitive contract liabilities of $1,533,241 included policyholder funds 
with account value of $375,806, additional reserves as described above of $1,329,072 net of inuring 
reinsurance of $34,886 and unrealized and realized losses of $171,637. As of December 31, 2021 interest 
sensitive contract liabilities of $1,709,911, including policyholder funds with account value of $377,529, 
were recorded in connection with the initial balance sheet as described in footnote 3. 

In situations where mortality profits are followed by mortality losses (PFBL), a liability is established, in 
addition to the account value, to recognize the portion of policy assessments that relate to benefits to 
be provided in the future. The calculation of these liabilities is based on management’s best estimates 
and assumptions regarding expected mortality, lapse, persistency, expenses and investment experience, 
which are reviewed and unlocked at least annually if necessary. Additional liabilities are established for 
universal life products related to unearned policy charges. As of December 31, 2022, and 2021, the 
Company has passed PFBL testing with no projected losses for all years, and therefore, has not recorded 
an additional liability related to benefits provided in the future. 

For interest-sensitive life contracts, premiums collected are not reported as revenues, but as deposits to 
insurance liabilities. The Company recognizes revenues for these products over time in the form of 
investment income, policy charges for the cost of insurance, policy administration fees, and surrender 
fees that have been assessed against policy account balances during the period. Policy benefits and claims 
that are charged to expense include claims incurred in the period in excess of related policy account 
balances and interest credited to policy account balances. The weighted average interest-crediting rate 
for interest-sensitive products was 3.76% during 2022. 

Recognition of Revenue and Expenses 

Fees earned on interest sensitive insurance products are reflected as policy fees and charges, as opposed 
to premiums, on the statements of comprehensive income (loss). The policy fees and charges, or cost of 
insurance (COI) revenue, settled with the ceding company is reported net of inuring reinsurance 
premiums provided to third parties. When there is inuring reinsurance on a YRT basis, the reported 
assumed premium consists of the Company’s share of direct premium net of the YRT ceded premium.   

The Company’s assumed activity is reduced by any ceded premium for the YRT inuring reinsurance which 
is reflected as an adjustment against the COI. The COI amount represents the revenue the Company earns 
for providing mortality coverage on the policy and since the YRT ceded premium represents the costs the 
Company incurred to cede a portion of the mortality coverage to another company, the COI is net of the 
reinsured YRT premium. The Company’s assumed activity for policy benefit and claims is net of YRT 
inuring reinsurance and is reflected in claims and policy benefits on the statements of 
comprehensive income (loss). 

Closed Block Reinsurance 

Acquisitions by the Company of blocks of business in run off (i.e. where only existing policies will be 
renewed and new policies will not be sold), as either a reinsurance transaction or a stock purchase, are 
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accounted for as reinsurance transactions. Results of operations only include the revenues and expenses 
from the effective date of acquisition of these blocks of business. The initial transfer of assets and 
liabilities is recorded in the balance sheet at the date of acquisition at fair value, except for the reserves 
for future policy benefits and value of in-force business acquired (VOBA), which are recorded at 
management’s best estimate. Future policy benefit reserves are established based on the present value 
of benefits and maintenance expense minus the present value of valuation (or net) premiums. 

New Accounting Pronouncements 

Changes to the accounting principles are established by the Financial Accounting Standards Board (FASB) 
in the form of accounting standards updates (ASUs) to the FASB Accounting Standards Codification. 
Accounting standard updates not listed below were assessed and determined to be either not applicable 
or are expected to have minimal impact on the Company’s financial statements. 

ASUs Adopted During the Year Ended December 31, 2022 

ASU 2019-01—Leases (Topic 842): Codification Improvements—In January 2019, the FASB issued an 
accounting standard update based on the principle that entities should recognize assets and liabilities 
arising from leases, that does not significantly change the lessees’ recognition, measurement and 
presentation of expenses and cash flows from the previous accounting standard. Leases are classified as 
finance or operating. The new standard’s primary change is the requirement for entities to recognize a 
lease liability for payments and a right of use asset representing the right to use the leased asset during 
the term of operating lease arrangements. Lessees are permitted to make an accounting policy election 
to not recognize the asset and liability for leases with a term of twelve months or less. Lessors’ accounting 
is largely unchanged from the previous accounting standard. This standard was effective for the Company 
beginning January 1, 2022.  The Company completed the adoption of this new standard in 2022 and the 
impact to its financial statements was immaterial. 

ASU 2019-12—Income Taxes (Topic 740): Simplifying the Accounting for Income Taxes—In December 
2019, the FASB amended the guidance on simplifying the accounting for income taxes. The amendment 
eliminates the need for an organization to analyze whether the following apply in a given period (1) 
exception to the incremental approach for intraperiod tax allocation (2) exceptions to accounting for 
basis differences when there are ownership changes in foreign investments and (3) exceptions in interim 
period income tax accounting for year-to-date losses that exceed anticipated losses. The accounting 
standard update is also designed to improve financial statement preparers’ application of income tax-
related guidance and simplify GAAP for (1) franchise taxes that are partially based on income, (2) 
transactions with a government that result in a step-up in the tax basis of goodwill, (3) separate financial 
statements of legal entities that are not subject to tax, and (4) enacted changes in tax laws in interim 
periods. The guidance is effective for fiscal years beginning after December 15, 2021, and interim periods 
within fiscal years beginning after December 15, 2022. Early adoption of the amendments is permitted. 
This standard was effective for the Company beginning January 1, 2022.  The Company completed the 
adoption of this new standard in 2022 and the impact on its financial statements was immaterial. 

ASU 2020-01—Investments—Equity Securities (Topic 321), Investments—Equity Method and Joint 
Ventures (Topic 323), and Derivatives and Hedging (Topic 815)—Clarifying the Interactions between 
Topic 321, Topic 323, and Topic 815 (a consensus of the Emerging Issues Task Force)—In January 2020, 
the FASB issued an accounting standard update which clarifies that a company should consider 
observable transactions that require a company to either apply or discontinue the equity method of 
accounting under Topic 323, Investments—Equity Method and Joint Ventures, for the purposes of 
applying the measurement alternative in accordance with Topic 321 immediately before applying or 
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upon discontinuing the equity method. The guidance is effective for fiscal years beginning after 
December 15, 2021, with early adoption permitted. This standard was effective for the Company 
beginning January 1, 2022.   The Company completed the adoption of this new standard in 2022 and the 
impact on its financial statements was immaterial. 

ASUs Issued But Not Adopted as of December 31, 2022 

ASU 2016-13—Financial Instruments—Credit Losses (Topic 326)—In June 2016, the FASB issued an 
accounting standard update which amends guidance on reporting credit losses for assets held at 
amortized cost basis and available for sale debt securities. For assets held at amortized cost basis, the 
update eliminates the probable initial recognition threshold in current GAAP and, instead, requires an 
entity to reflect its current estimate of all expected credit losses. The allowance for credit losses is a 
valuation account that is deducted from the amortized cost basis of the financial assets to present the 
net amount expected to be collected. For available for sale debt securities, credit losses should be 
measured in a manner similar to current GAAP; however, the update will require that credit losses to be 
presented as an allowance rather than as a write-down. The guidance is effective for fiscal years 
beginning after December 15, 2022, with early adoption permitted. The Company is currently evaluating 
the impact of this amendment on its financial statements and the impact is expected to be immaterial.   

ASU 2018-12—Financial Services—Insurance (Topic 944): Targeted Improvements to the Accounting 
for Long-Duration Contracts—In August 2018, the FASB issued an accounting standard update with the 
objective of making targeted improvements to the existing recognition, measurement, presentation, and 
disclosure requirements for long-duration contracts issued by an insurance entity. The standard 
prescribes significant and comprehensive changes to recognition, measurement, presentation and 
disclosure as summarized below: 

• Requires the review and if necessary, update of future policy benefit assumptions at least annually 
for traditional and limited pay long-duration contracts, with the recognition and separate 
presentation of any resulting re-measurement gain or loss (except for discount rate changes as noted 
below) in the income statement. 

• Requires the discount rate assumption to be updated at the end of each reporting period using an 
upper medium grade (low-credit risk) fixed income instrument yield that maximizes the use of 
observable market inputs and recognizes the impact of changes to discount rates in other 
comprehensive income. 

• Simplifies the amortization of DAC and DAC-like balances to a constant level basis over the expected 
term of the related contracts with adjustments for unexpected terminations, but no longer requires 
an impairment test for these balances. 

• Requires the measurement of all market risk benefits associated with deposit (or account balance) 
contracts at fair value through the income statement with the exception of instrument-specific credit 
risk changes, which will be recognized in other comprehensive income. 

• Increased disclosures of disaggregated roll-forwards of policy benefits, account balances, market risk 
benefits, separate account liabilities and information about significant inputs, judgments and 
methods used in measurement and changes thereto and impact of those changes. 

In November 2020, the FASB granted a one-year date delay for the adoption of ASU 2018-12. The 
Company plans to adopt ASU 2018-12 on its effective date of January 1, 2025.  
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The Company continues to assess the impact of the standard on its reported financial statements and 
required disclosures. The adoption of this standard is expected to have a significant impact on the 
financial statements and required disclosures, as well as changes to systems, processes and controls. The 
Company has created a governance framework and is managing a detailed implementation plan to 
support timely application of the guidance. The Company is currently developing and will continue to 
refine key accounting policy decisions, technology solutions and internal controls until the 
implementation is complete. 

3. CLOSED BLOCK REINSURANCE 

Effective December 31, 2021, the Company reinsured a closed block of secondary guarantee universal 
life business from an unaffiliated insurer. The transaction is a 100% quota share indemnity coinsurance 
of the business for all policies not subject to third-party inuring reinsurance agreements with an 
unaffiliated third-party reinsurer. For all policies reinsured by the unaffiliated third-party reinsurer, the 
transaction is a 90% quota share indemnity coinsurance of the business to WROL.  

The Company received $188,771 in cash and $1,515,867 in invested assets from the cedent. 

The initial balance sheet effect of this transaction was as follows: 

Assets

Fixed maturity and equity securities 1,493,762$  
Short-term investments 8,090             
Policy loans 14,015           

           Total investments 1,515,867     

Cash and cash equivalents 188,771        
Accrued investment income 5,273             

Total assets 1,709,911$  

Liabilities

Interest sensitive contract liabilities 1,709,911$  

Total liabilities 1,709,911$   

For the closed block reinsurance transaction described above, the non-cash assets and liabilities acquired 
or assumed have been excluded from the statement of cash flows for the year ended December 31, 2021. 
The net cash received of $188,771 for the year ended December 31, 2021, is included in cash flows from 
operating activities within the statements of cash flows. 

During 2022, pursuant to the coinsurance contract, the transaction consideration was finalized resulting 
in additional interest sensitive contract liabilities and cash of $25,747 transferred to WROL. 
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4. INVESTMENTS 

Fixed Maturity and Equity Securities 

The amortized cost, fair value and related gross unrealized gain and loss of fixed maturity and preferred 
stock investments, classified as trading, as of December 31 are as follows: 

Amortized Unrealized Unrealized Fair
At December 31, 2022 Cost Gain Loss Value

U.S. government and agencies 387,090$        -    $            (118,376)$  268,714$        
State and political subdivisions 59,347             190               (9,001)         50,536             
Foreign sovereign 1,097               -                   (269)             828                   
Corporate securities 887,593           2,268            (133,884)     755,977           
Residential mortgage-backed securities 140,688           20                  (28,992)       111,716           
Commercial mortgage-backed securities 205,725           13                  (22,893)       182,845           
Asset-backed securities 69,000             29                  (10,093)       58,936             
Collateralized debt obligations 47,028             10                  (2,757)         44,281             

           Total fixed maturities 1,797,568       2,530            (326,265)     1,473,833       

Preferred stock 12,024             -                   (2,350)         9,674               

Total fixed maturity and equity securities 1,809,592$     2,530$          (328,615)$  1,483,507$     

 

Amortized Unrealized Unrealized Fair
At December 31, 2021 Cost Gain Loss Value

U.S. government and agencies 1,161,399$     43$               (27)               1,161,415$     
State and political subdivisions 10,536             26                  (127)             10,435             
Foreign sovereign 1,105               4                          -           1,109               
Corporate securities 283,537           224               (67)               283,694           
Residential mortgage-backed securities 2,105                     -             (25)               2,080               
Commercial mortgage-backed securities 109,256           57                  (153)             109,160           
Asset-backed securities 32,333             26                  (239)             32,120             
Collateralized debt obligations 13,349                   -             (11)               13,338             

           Total fixed maturities 1,613,620       380               (649)             1,613,351       

Preferred stock 3,997               102                     -           4,099               

Total fixed maturity and equity securities 1,617,617$     482$             (649)$          1,617,450$     
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The unrealized loss and fair values by investment category and by the duration of the fixed maturity 
securities in a continuous unrealized loss position at December 31 are as follows: 

Fair Unrealized Fair Unrealized Fair Unrealized
At December 31, 2022 Value Loss Value Loss Value Loss

U.S. government and agencies 248,800$            (113,910)$          19,914$                  (4,466)$                   268,714$            (118,376)$          
State and political subdivisions 44,522                (7,111)                 6,015                      (1,890)                     50,537                (9,001)                 
Foreign Soveriegn 828                      (269)                           -                             -                       828                      (269)                     
Corporate securities 743,139              (131,513)             12,838                    (2,371)                     755,977              (133,884)             
Residential mortgage-backed securities 111,255              (28,736)               462                          (256)                        111,717              (28,992)               
Commercial mortgage-backed securities 172,033              (20,791)               10,812                    (2,102)                     182,845              (22,893)               
Asset-backed securities 48,267                (7,795)                 10,668                    (2,298)                     58,935                (10,093)               
Collateralized debt obligations 41,147                (2,371)                 3,134                      (386)                        44,281                (2,757)                 

           Total fixed maturities 1,409,991           (312,496)             63,843                    (13,769)                   1,473,834           (326,265)             

Preferred stock 9,674                   (2,350)                       -                             -                       9,674                   (2,350)                 

Total fixed maturity and equity securities 1,419,665$        (314,846)$          63,843$                  (13,769)$                1,483,508$        (328,615)$          

Less than 12 Months 12 Months or More Total

 

Fair Unrealized Fair Unrealized Fair Unrealized
At December 31, 2021 Value Loss Value Loss Value Loss

U.S. government and agencies 4,052$                 (27)$                           -$                            -$                       4,052$                 (27)$                      
State and political subdivisions 10,435                 (127)                            -                              -                        10,435                 (127)                      
Corporate securities 42,355                 (67)                              -                              -                        42,355                 (67)                        
Residential mortgage-backed securities 1,311                    (25)                              -                              -                        1,311                    (25)                        
Commercial mortgage-backed securities 21,288                 (153)                            -                              -                        21,288                 (153)                      
Asset-backed securities 25,701                 (239)                            -                              -                        25,701                 (239)                      
Collateralized debt obligations 13,338                 (11)                              -                              -                        13,338                 (11)                        

           Total fixed maturities 118,480               (649)                            -                              -                        118,480               (649)                      

Total fixed maturity and equity securities 118,480$             (649)$                        -$                            -$                       118,480$             (649)$                   

Less than 12 Months 12 Months or More Total

 

At December 31, 2022, one hundred and fifty three fixed maturity investments with a total unrealized 
loss of $13,769 had been in an unrealized loss position for 12 months or more.  

At December 31, 2021 no fixed maturity securities had been in an unrealized loss position for 12 months 
or more. 
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Contractual maturities of the Company’s fixed maturity securities as of December 31, 2022, are shown 
below. Actual maturities may differ from contractual maturities because borrowers may have the right 
to call or prepay obligations with or without call or prepayment penalties. 

Amortized Fair
Cost Value

One year or less 996$                966$                
One through five years 80,253            73,747            
After five through ten years 250,434          214,807          
After ten through twenty years 261,113          214,093          
After twenty years 742,331          572,443          
Residential mortgage-backed securities 140,688          111,716          
Commercial mortgage-backed securities 205,725          182,845          
Asset-backed securities 69,000            58,935            
Collateralized debt obligations 47,028            44,282            

Total fixed maturity securities 1,797,568$    1,473,834$    

2022

 

Credit ratings of the Company’s fixed maturity securities as of December 31 are shown below. Ratings 
are assigned by Standard & Poor’s Corporation, Moody’s Investors Service or Fitch Ratings. The ratings 
assigned may not be accurate predictors of credit losses. 

Amortized Fair Amortized Fair
Cost Value Cost Value

AAA 696,384$     530,148$     1,265,310$ 1,265,287$ 
AA 143,890       123,138       45,806          45,751          
A 442,524       380,633       141,440       141,265       
BBB 509,520       435,211       155,899       155,917       
BB 4,519            4,112            4,285            4,247            
B 731                591                880                884                

Total fixed maturities securities 1,797,568$ 1,473,833$ 1,613,620$ 1,613,351$ 

20212022

 

The Company’s largest five exposures by issuer as of December 31, 2022, were United States Treasuries, 
Federal National Mortgage Association, Federal Home Loan Mortgage Corporation, Farm Credit System, 
and JP Morgan Chase & Co., each of which comprised less than 14.5%, and in aggregate comprised 27.5%, 
of total investments. 

The Company’s largest five exposures by issuer as of December 31, 2021, were The Travelers Companies, 
Inc., JPMorgan Chase & Co., Verizon Communications Inc., HSBC Holdings, and Intel Corporation, each of 
which comprised less than 1.0%, and in aggregate comprised 2.8%, of total investments. 
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Investment Earnings—Net 

Major sources of investment earnings are as follows: 

2022 2021

Fixed maturity and equity securities 53,530$       118$             
Policy loans 868                -                     
Short term investments and cash equivalents 225                -                     
Other invested assets 542                6                    

           Investment income 55,165          124                
Investment expense 1,710            -                     

           Investment income—net 53,455          124                

Realized (losses) gains on investments (112,056)      1                    

Investment earnings—net (58,601)$      125$              

Policy loans 

Policy loans comprised approximately 0.9% and 0.8% of the Company’s investments as of December 31, 
2022 and 2021, respectively. These policy loans present minimal credit risk because the amount of the 
loan cannot exceed the obligation due to the ceding company or the insured upon the death of the 
insured or surrender of the underlying policy. The provisions of the underlying policies determine the 
policy loan interest rates. Because policy loans represent premature distributions of policy liabilities, they 
have the effect of reducing future disintermediation risk. In addition, the Company earns a spread 
between the interest rate earned on policy loans and the interest rate credited to corresponding 
liabilities. 

5. CONCENTRATION OF CREDIT RISK 

As of December 31, 2022 and 2021, all of the Company’s cash and cash equivalents were held in three 
financial institutions that the Company considers to be of high quality.  

The life settlement contracts in the Leargas Fund are exposed to insurance carriers that the Company 
considers to be of high quality. As of December 31, 2022 and 2021, the top 5 insurance carriers accounted 
for 39.6% and 28.3%, respectively, of aggregate death benefits of the life settlement contracts. 

6. CLAIMS AND POLICY BENEFITS 

The components of claims and policy benefits as reported on the statement of comprehensive income 
(loss) for the years ended December 31 are as follows: 

2022 2021

Change in additional reserves (25,231)$      -       $            
Change in IBNR 27,029          -                     
Claims Paid 88,674          -                     
Surrenders (11)                 -                     
Realized/unrealized amortization on additional reserves (171,637)      -                     

Claims and policy benefits (81,176)$      -       $             
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7. INCOME TAXES 

Under current Bermuda law, the Company is not required to pay taxes in Bermuda on income or realized 
capital gains. The Company has received an undertaking from the Minister of Finance in Bermuda that, 
in the event of any taxes being imposed, the Company will be exempt from taxation in Bermuda until 
March 2035. 

The Company has operated in a manner so that it should be treated as not being engaged in a US trade 
or business or otherwise subject to US tax. However, because definitive identification of activities which 
constitute being engaged in a trade or business in the US is not provided by the Internal Revenue Code 
of 1986, regulations or court decisions, there can be no assurance that the Internal Revenue Service will 
not contend that the Company is engaged in a US trade or business or otherwise subject to taxation. If 
the Company was considered to be engaged in a trade or business in the US, the Company could be 
subject to the US tax at regular corporate tax rates on its taxable income, if any, that is effectively 
connected with the US trade or business plus an additional 30% branch profits tax on such income 
remaining, if any, after regular corporate taxes, in which case, there could be a significant adverse effect 
on the Company’s results of operations and its financial condition. 

8. STATUTORY REQUIREMENTS AND DIVIDEND RESTRICTIONS 

The Company is subject to insurance laws and regulations of Bermuda. These regulations include 
restrictions that limit the amount of dividends or other distributions available to shareholders without 
prior approval of the insurance regulatory authorities. 

Under Bermuda law, the following statutory conditions must all be met prior to a distribution to 
shareholders: 

1. The value of the assets backing the Company’s insurance liabilities, as certified by the Company’s 
approved actuary, must be greater than the Company’s reserves (also certified) after the distribution 
(Insurance Act, Section 24); 

2. Company must be solvent after payment of the dividend, i.e. the realizable value of its assets must 
be greater than its liabilities (Companies Act, Section 54); 

3. Bermuda Monetary Authority (BMA) approval is required for dividends exceeding 25% of the 
Company’s statutory capital and surplus, per its previous year’s statutory balance sheet (Insurance 
Act, Section 31B); 

4. BMA approval is required for any distribution exceeding 15% of the Company’s statutory capital, per 
its previous year’s statutory financial statements (Insurance Act, Section 31C); and, 

5. After the distribution, the Company’s capital must be above regulatory margins (Insurance Act, 
Sections 31B and 31C). 

The Company can pay dividends of $104,371 in 2023 without prior regulatory approval. 

9. RELATED PARTY TRANSACTIONS 

The Company is party to Service Agreements with affiliates, Wilton Re Services, Inc., (Wilton Services) 
and Wilton Reinsurance Bermuda Ltd. (WREB). Under both agreements, Wilton Services and WREB 
provides certain accounting, actuarial and administrative services to the Company (the Services 
Agreements). During 2022 and 2021, the Company incurred $3,193 and $1,866, respectively, of expenses 
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for these services. Amounts payable to affiliates of $1,707 and $1,382 at December 31, 2022 and 2021, 
respectively, were primarily related to the Services Agreements recorded in other liabilities on the 
balance sheet. 

10. SHAREHOLDER’S EQUITY 

Authorized Shares 

Upon incorporation, the Company issued 250,000 common shares at $1.00 per share for a total of 
$250,000. The Company received capital contributions of $0 and $209,356 during 2022 and 2021, 
respectively.  

11. COMMITMENTS AND CONTINGENCIES 

Collateral Arrangements 

The Company is required as a result of specific contractual undertakings, to maintain amounts in trust to 
secure performance of contract liabilities. This arrangement includes a trust maintained in connection 
with the indemnity reinsurance contract noted in Note 3 – Closed Block Reinsurance. The Company 
retains investment management responsibility for these collateral assets subject to compliance with 
agreed investment guidelines. The aggregate market value of investments maintained by the Company 
pursuant to this arrangement as of December 31, 2022 and 2021, was $1,226,179 and $1,493,393, 
respectively. 

Legal proceedings 

In the normal course of business, the Company may become involved in litigation, principally from claims 
made under insurance policies and contracts. The ultimate disposition of such litigation is not expected 
to have a material adverse effect on the Company’s financial condition, liquidity, or results of operations. 
At the current time the Company is not a party to any pending litigation. 

Capital Maintenance Agreement 

Effective April 5, 2019, the Company entered into a Capital Maintenance Agreement (CMA) with WRL. 
Under the CMA terms, WRL agrees to maintain in the Company, “Available Statutory Economic Capital 
and Surplus” in excess of 125% of its “Enhanced Capital Requirement” at all times as defined in the 
Insurance (Prudential Standards) (Class C, D and Class E Solvency Requirement) Rules 2011, up to an 
aggregate amount of $100,000. 

Inuring Reinsurance 

Approximately 35% of face amount is ceded to third-party reinsurers on a YRT basis. The Company has 
materially mitigated exposure to YRT reinsurance risk except for liquidation or rehabilitation of other 
reinsurers. The average rating of these reinsurers is A+. 

2022 2021

Gross inforce value of assumed block 4,935,091$  5,175,442$  
Inforce value subject to inuring reinsurance (1,800,697)  (1,933,113)  
Assumed inforce value 3,134,394$  3,242,329$  
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12. FAIR VALUE 

The Company has categorized its assets and liabilities recorded at fair value, based on the priority of the 
inputs to the valuation technique, into a three-level hierarchy. The fair value hierarchy gives the highest 
priority to quoted prices in active markets for identical assets or liabilities (Level 1) and the lowest priority 
to unobservable inputs (Level 3). If the inputs used to measure fair value fall within different levels of the 
hierarchy, the category level is based on the lowest priority level input that is significant to the fair value 
measurement of the instrument. 

Financial assets and liabilities recorded at fair value on the balance sheets are categorized as follows: 

Level 1 Unadjusted quoted prices for identical assets or liabilities in an active market. 

The types of financial investments included in Level 1 are listed equities, mutual funds, money 
market funds, US Treasury Securities and non-interest-bearing cash. 

Level 2 Pricing inputs other than quoted prices in active markets which are either directly or indirectly 
observable as of the reporting date, and fair value determined through the use of models or 
other valuation methods. Such inputs may include benchmarking prices for similar assets in 
active, liquid markets, quoted prices in markets that are not active and observable yields and 
spreads in the market. Level 2 valuations may be obtained from independent sources for 
identical or comparable assets or through the use of valuation methodologies using 
observable market-corroborated inputs. Prices from third-party pricing services are validated 
through analytical reviews. 

The types of financial instruments included in Level 2 include publicly traded issues such as 
US and foreign corporate securities, and residential and commercial mortgage backed 
securities, among others. 

Level 3 Prices or valuation techniques that require inputs that are both unobservable and significant 
to the overall fair value measurement. They reflect management’s own assumptions about 
the assumptions a market participant would use in pricing the asset or liability. Market 
standard techniques for determining the estimated fair value of certain securities that trade 
infrequently may rely on inputs that are not observable in the market or cannot be derived 
from or corroborated by market observable data. Prices are determined using valuation 
methodologies such as discounted cash flow models and other techniques. Management 
believes these inputs are consistent with what other market participants would use when 
pricing similar assets. 

The types of financial investments included in Level 3 include certain corporate securities and 
asset-backed securities. 
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Recurring Fair Value Measurements 

The assets and liabilities measured at fair value on a recurring basis and their placement in the fair value 
hierarchy are summarized below at: 

Fair
December 31, 2022 Value Level 1 Level 2 Level 3
Invested assets

U.S. government and agencies 268,714$       214,543$        54,171$          -    $             
State and political subdivisions 50,536            -                        50,536            -                      
Foreign sovereign 828                  -                        828                  -                      
Corporate securities 755,978          -                        741,558          14,420          
Residential mortgage-backed securities 111,716          -                        111,716          -                      
Commercial mortgage-backed securities 182,845          -                        182,845          -                      
Asset-backed securities 58,935            -                        58,935            -                      
Collateralized debt obligations 44,281            -                        44,281            -                      

Total fixed maturity 1,473,833      214,543          1,244,870      14,420          
Preferred stock 9,674              -                        9,674              -                      

Total fixed maturity and equity securities 1,483,507      214,543          1,254,544      14,420          
Other invested assets 10,386            1 -                        10,386            -                      

Total 1,493,893$    214,543$        1,264,930$    14,420$        

1 Component of Other invested assets not measured at fair value on a recurring basis is equity method investment 
in life settlement contracts of $43,842.

Fair
December 31, 2021 Value Level 1 Level 2 Level 3

Invested assets

U.S. government and agencies 1,161,415$    1,157,363$    4,052$            -    $             
State and political subdivisions 10,435            -                        10,435            -                      
Foreign sovereign 1,109              -                        1,109              -                      
Corporate securities 283,694          -                        283,694          -                      
Residential mortgage-backed securities 2,080              -                        2,080              -                      
Commercial mortgage-backed securities 109,160          -                        109,160          -                      
Asset-backed securities 32,120            -                        31,868            252                
Collateralized debt obligations 13,338            -                        13,338            -                      

Total fixed maturity 1,613,351      1,157,363       455,736          252                

Preferred stock 4,099              -                        4,099              -                      

Total fixed maturity and equity securities 1,617,450      1,157,363       459,835          252                

Other invested assets 4,883              1 -                        4,883              -                      

Total 1,622,333$    1,157,363$    464,718$       252$              

 
1 Component of Other invested assets not measured at fair value on a recurring basis is equity method investment in life 

settlement contracts of $56,228. 
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Fixed Maturity and Equity Securities 

Publicly traded fixed maturity securities included in fixed maturity and equity securities are valued based 
on quoted market prices or broker prices. Private placement securities included in fixed maturity and 
equity securities are valued based on the credit quality and duration of marketable securities deemed 
comparable by the Company’s investment advisor, which may be of another issuer. In some cases, 
discounted cash flow analysis may be used. 

US Government and Agency Securities, States and Political Subdivisions, Corporate Securities and 
Foreign Securities 

US Treasury securities, which trade based on quoted prices for identical assets in an active market, are 
included in Level 1. 

The fair value of Level 2 bonds and securities in this category is predominantly priced by third-party 
pricing services and broker quotes. Their pricing models typically utilize the following inputs: principal 
and interest payments, treasury yield curve, credit spreads from new issue and secondary trading 
markets, early redemption or call features, benchmark securities and reported trades. 

Level 3 bonds and securities in this category primarily represent investments in privately placed bonds, 
credit tenant loans and other less liquid corporate and municipal bonds for which prices are not readily 
available. To determine a fair value, the Company may rely on modeling for market valuation using both 
observable and unobservable inputs. These inputs are entered into industry standard pricing models to 
determine the final price of the security. These inputs typically include: projected cash flows, discount 
rate, industry sector, underlying collateral, credit quality of the issuer, maturity, embedded options, 
recent new issuance, comparative bond analysis, and seniority of debt. 

The extent of the use of each market input depends on the asset class, market conditions and the relevant 
market data available. Depending on the security, these inputs may change, some market inputs may not 
be relevant or additional inputs may be necessary. 

Mortgage-Backed Securities, Asset-Backed Securities and Collateralized Debt Obligations 

This category consists of residential mortgage-backed securities, commercial mortgage-backed 
securities, and other asset-backed securities, such as credit card and automobile receivables, home 
equity loans, manufactured housing bonds and collateralized debt obligations. Level 2 securities are 
priced from information provided by third-party pricing services and independent broker quotes. For 
mortgage-backed and asset-backed securities, valuation is based primarily on matrix pricing or other 
similar techniques using standard market inputs including spreads for actively traded securities, spreads 
off benchmark yields, expected prepayment speeds and volumes, current and forecasted loss severity, 
credit rating, weighted average coupon, weighted average maturity, average delinquency rates, 
geographic region, debt-service coverage ratios and issuance-specific information including, but not 
limited to: collateral type, payment terms of the underlying assets, payment priority within the tranche, 
structure of the security, deal performance, vintage of loans and insurance guarantees. 

The Company has included mortgage-backed and asset-backed securities with less liquidity in Level 3, 
these securities are primarily privately placed transactions with little transparency to the market or other 
securities with limited or inactive trading markets. Significant inputs cannot be derived principally from 
or corroborated by observable market data. The significant unobservable inputs used in the fair value 
measurement of these securities typically include: discounted cash flows, credit rating of issuer, debt 
coverage ratios, type and quality of underlying collateral, prepayment rates, probability of default and 
loss severity in the event of default. 
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Included in the pricing of mortgage-backed and asset-backed securities are estimates of the rate of future 
prepayments of principal over the remaining life of the securities. Such estimates are derived based on 
the securities’ underlying structure and rates of prepayments previously experienced at the interest rate 
levels projected for the underlying collateral. Changes in significant inputs used in the fair value 
measurement, such as the paydown rate (the projected annual rate of principal reduction), may affect 
the fair value of the securities. For example, a decrease in the paydown rate would increase the projected 
weighted average life and increase the sensitivity of the fair value to changes in interest rates. 

Preferred Stock 

The fair values of preferred stock are primarily based upon quoted market prices in active markets and 
are classified within Level 1 in the fair value hierarchy. The fair values of preferred stocks, for which 
quoted market prices are not readily available, are based on prices obtained from independent pricing 
services and are generally classified within Level 2 in the fair value hierarchy. 

Other Invested Assets 

Surplus debentures  

Surplus debentures are similar to corporate securities. The fair values of surplus debentures are primarily 
based on prices obtained from independent pricing services or may be obtained from independent third-
party dealers in the absence of quoted market prices. They are generally classified within Level 2 in the 
fair value hierarchy. 

Changes of Level 3 Assets and Liabilities Measured at Fair Value on a Recurring Basis 

The Company obtains its Level 3 fair value measurements from independent, third-party pricing sources. 
The Company does not develop the significant inputs used to measure the fair value of these assets and 
liabilities, and the information regarding the significant inputs is not readily available to the Company. 
Independent broker-quoted fair values are non-binding quotes developed by market makers or broker-
dealers obtained from third-party sources recognized as market participants. The fair value of a broker-
quoted asset or liability is based solely on the receipt of an updated quote from a single market maker 
or a broker-dealer recognized as a market participant as the Company does not adjust broker quotes 
when used as the fair value measurement for an asset or liability. In addition, some prices are determined 
based on discounted cash flow models. 

The Company’s policy is to recognize transfers into and out of levels within the fair value hierarchy at the 
end of the period in which the actual event or change in circumstances that caused the transfer occurs.  

For all assets and liabilities measured at fair value on a recurring basis using significant unobservable 
inputs (Level 3), the following table presents select activity for the year ended December 31, 2022 and 
2021: 

Transfer Transfer Transfer Transfer
Purchases Into Out of Purchases Into Out of

Invested Assets :
Corporate securi ties 17,656      -             -              -                -             -              
Asset-backed securi ties -    $        -    $     (252)$      254$         -    $     -    $      

Tota l  invested assets 17,656$    -    $     (252)$      254$         -    $     -    $      

2022 2021
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13. SUBSEQUENT EVENTS 

The Company has evaluated the impact of subsequent events through April 24, 2023, representing the 
date at which the financial statements were available to be issued. 

Bank Industry 
 
On March 10, 2023, the FDIC took over Silicon Valley Bank after the bank experienced substantial run on 
deposits, and two days later, Signature Bank was forced to close.  On March 19, 2023, the Swiss regulators 
arranged for UBS to purchase Credit Suisse at distressed levels without a shareholder vote. The Company 
is in the process of assessing the direct and indirect exposure to the banking sector, and we will continue 
to monitor our exposure to depository institutions. To date our exposure in relation to impacted 
securities is immaterial.  Additional turmoil in this sector could have a material adverse (direct or indirect) 
effect on global, national and local economies, as well as the Company. The extent to which the current 
state of the banking sector impacts the Company’s results will depend on future developments. 

 

* * * * *  
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